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1. The scope and the objectives of the study 
    This thesis is based on the debt choices confronting every established 
business corporation, the choise between equity and debt as the source of 
its long-term capital. It is a study of :
i.  How this choice is made currently by successful industrial 
corporations 
ii. How  the  process  of  making  this  decision  and  managing  debt 
strategies may be improved
Specially,  this  thesis  will  focus  on  what  is  considered  to  be  the  most 
difficul aspect of the problem. The determination of the the appropriate 
limit of the amount of long term debt outstanding at any point of time. 
I have chosen this aspect of debt policy because it is considered to be a 
major  challenge to  financial  management.  In  this  process  of  examining 
debt strategies,  other phrases of debt will  come in for examination and 
discussion. The particular combination of debt and equity capital achieved 
by a busniness at a given point of time has important aplications to the 
management, in particular for profitability and future solvency.
     Debt is normally thought of as contributing at the same time 
I.  to the opportunity for profit and 
II. the possibility of loss
These considerations about debt and equity presents a problem that is one 
of the most difficult that the management has to face: the debt strategies 
are decisions affecting the future and decisions made under conditions of 
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uncertainity.  The  degree  of  uncertainity  depends  from  one  company  to 
another,  but  what  is  sure  is  that  some  uncertainity  is  always  present. 
Management has to make different assumptions respecting the importance 
of the events and make the debt strategies in terms of these assumptions.1 
Considering the debt equity alternative these assumptions would be those   
relating to:    
i.  the relative contribution to earnings 
ii. the relative contribution to the risk of insolvency
      Before making the decison of debt strategies it is necessary to identify 
what data are relevant and to develop a method of measurment that enables 
management to understand the importance and the significance of these data 
as objectively as possibile. Generally it is assumed that debt is cheaper than 
equity because of the fact that:
a) Borrowing is usually contemplated only in modest amounts 
b) Corporate tax law treats interests as a cost
so  that  precise  quantitative  comparisons  of  cost  are  attempted  only 
infrenquently.2
    There is a lot to do on the measurement of the effect on investment values 
of the debt-equity choice, businessmen are generally inclined to take the 
1 Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 
Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon Donaldson, Bertrand 
Fox, page 5
2 Strategy for Financial Mobility,  Harvard Business School Classics press Boston, Massachusetts, 
Gordon Donaldson, page 113 
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income advantage of debt as given. The measurement of the risk before 
deciding the debt strategies continues to be relatively obscure. There is a 
thought that under conditions of uncertain cash inflow the creation of the 
additional fixed cash outflows adds a new dimension to the risk associated 
with business activity and that the risk tends to increase as the relative 
magnitude of the fixed cash outflows increases. 
The lack of progress lies in the great complexity of the variables affecting 
future cash flows, most of which are subject to uncertainity and a greater 
or lesser degree of interacion in producing the actual outcome. Mangement 
must continue to make decisions about debt strategies affecting the degree 
of  risk,  and  it  must  continue  to  make  some  assumptions  as  to  the 
magnitude of the risk involved. This study treats too the appraisal of risk 
associated  with  debt  financing  as  it  is  brought  into  focus  through  the 
establishment of borrowing limits. 
In general when considering debt strategies it is assumed that:
I. the  businesses  under  consideration  have  investment  opportunities 
with sufficient promise to justify the additional investment 
II. the relative cost of debt capital is sufficiently low to justify active 
consideration of debt as a basis for the financing of  new investment.3
The more important question for management will be: Given the need for 
new  permanent  capital  and  the  opportunity  to  borrow,  how  does  a 
company approach the determination of the wise and proper limit to such 
3 Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 




One part of the thesis will answer to this question: 
i. in terms of what may be learned from current business practise.  A 
carefully  selected  sample  of  companies  was  used  as  a  base  for 
exploring the process of decision making related to debt strategies. 
ii. there  will  be observed and described how this  decision is  made in 
practise,  then  procede  with  the  second  part  to  look  the  possibile 
improvements in current practice.
    There won't be a question “How much should AB company borrow?”
We can't project debt strategies based on this.
1. The amount of debt a company should have at any point of time is a 
function of a number of consideration, only one of which is that of the 
risk involved. 
2. With the respect of risk consideration, this thesis is concerned in the 
problem of assessing the magnitude of the risk associated with any 
given amount of debt.
3. This  study  does  not  pretend  to  final  answer  to  the  problem  of 
measuring the risk associated with debt. 
We will  use  the  word  approximation  because  “measurement”  may 
imply a degree of precision which will not actually be achieved. 4
4 Corporate Restructuring: Managing the Change Process from within by Gordon Donaldson, July 1995, page 24
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                2. The concept of risk in debt strategies 
    The word “risk” is used in a variety of contexts to mean many different 
things. Even If we use it in “ the risk of debt” it will mean different things 
to  different  people.  In  general  the  word  denotes  the  possibility  of 
occurance of an adverse event or effect. 
With respect to the debt the risk is the chance of adverse effects resulting 
frm a commitment to make cash payments, certain in amount and timing, 
under  uncertain future  financial  circumstances.  Considering the adverse 
effects, the may range all the way from a modest increase to the emotional 
strain  of  the  management  to  the  event  of  the  bankrupcty,  including 
considerations  such  as  negative  income  effects  and  interference  with 
flexibility in future financing. Some are: 
I. Tangibles
II. Intangible
We consider the possibility that debt could lead to cash insolvency. The 
semplification of the reality is justified on two grounds:
1) It is common practise for businessman to think of debt limits in terms 
of  the  ultimate  hazard  of  running  out  of  cash  under  recession 
conditions. 
2) The risk of cash insolvency may be viewed as the extreme case of a 
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whole  family  of  risk  described as  the  risk  of  cash inadequacy.  An 
assessment of the rik of cash insolvency will provide a basic reference 
point to which all risks associated with debt may be related. However, 
it is not intended as an analyses of risk but it help us in defining the 
strategy to a best-possibile debt. 5
Meanwhile we plan debt strategies we have to consider the threat of 
cash insolvency, in these strategies we should have clear that debt is 
no  different  from  any  other  contractual  obligation  to  pay  fixed 
amounts at fixed dates in an uncertain future and also is not different 
from noncontractual fix payments which must continue if the business 
is to continue. 
       While studing how to manage the debt, the risk is seen as a part of 
over-all problem of the balancing of the amount and timing of cash inflows 
and  cash  outflows.  We can see  that  all  businesses  face  some degree  of 
uncertainity in the amount and timing of cash inflows, and the existence of 
flexibility in cash inflows presents the hazard of inability to match outflows 
and  inflows  at  some  point  in  time.  The  choice  of  debt  is  not  a  choice 
between some risk and no risk but rather a choice between more and less, 
this because all businesses have some rigidity in their cash outflows. It may 
be possible that in particular circumstances the threat of insolvency is so 
remote that for practical purposes it will be considered as nonexesistent.6 
5 Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 
Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon Donaldson, Bertrand 
Fox, page 15
6 New Framework for Corporate debt policy by Gordon Donaldson, Harvard Business Review, page 
11
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        The measurement of the risk of debt becomes:
a) a part of a general appraisal of expected variations in total cash inflow 
b) and of the contrability of total cash outflows.
From this scheme management can form a judgement as to the probability 
of  the  event  of  insolvency  and  the  extent  to  which  the  probability  is 
increased by the substitution of a given amount of debt for equity as a 
source of permanent financing.7
       The analysis must be in terms of the special circumstances of the 
individual business because the measurement of risk associated with debt 
is to be considered a problem of forecasting cash flows. It follows that any 
conclusions reached can be applied with confidence only to the company 
under consideration. It must be clear that the assessment of the magnitude 
of the risk is only a part considering the management of the debt and since 
the  other  part  is  the  subjective  willingness  to  assume  risk  it  is 
fundamentally impossible to generalize about the quantity which should be 
used by the businesses. 
        Considering debt management strategies in individual the point of 
view taken is that of the borrower or potencial borrower. The risk decision 
could also be applied from the point of view of the lender with different 
conclusions being reached as to the appropriate debt limits. It is possible 
that an informed and rational borrower and an informed and rational lender 
dealing  with  the  same  situation  and  the  same  set  of  data  will  reach 
different conclusions being reached as  to  the appropriate debt limits.  It 
may be that the borrower turn out to be more conservative than the lender 
7  Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 
Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon Donaldson, Bertrand 
Fox, page 18
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through the general impression is that the reverse is the case. 
 It is clear that in the process of negotiating the terms of a loan, where are 
considered the appropriate amount and basis of repayment, each side must 
take cognizance of the thinking of the other. 8
              3. The structure of debt
  A number of distinctions have been made in practice and in theory among 
the many formes which debt assumes:
i. short-term and long-term
ii. secured and unsecured
iii.senior and subordinated 
iv. revolving credit and term loan
 In  defining  the  best  possible  way  of  managing  debt  it  would  appear 
necessary to be specific to the structure of debt.
The  one  essential  characteristic  is  that  the  contract  involves  a  legal 
obligation to make future cash payments in predetermined currency and at 
predetermined times. All debt, outstanding and actively contemplated at the 
time of the analysis, must be included. The question is which form of debt 
is  to  be taken as  given and which is  to  be taken as  subject  to  possible 
modification by the management. 
8  Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 
Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon Donaldson, Bertrand 
Fox, page 19
11
      None of the financial requirements of an individual enterprise can be 
considered permanent in any absolute sense and the term is used to denote 
a  need  of  indefinite  duration.  It  escludes  the  short-term  financial 
requirements commonly defined as those  having a duration of less than 
one year  and so  excludes  a  category  of  debt  financing concerned with 
purely seasonal working capital needs. 
       The debt contrats which are commonly used to finance permanenet 
needs are usually refered to as being intermediate term or long term. 
Investors  generally  want  a  higher  level  of  compensation  for  holding 
longer-dated investments, because they are taking more firms who believe 
that  their  prospects will  improve will  use short-term debt because their 
credit spreads will be lower in the future. Of course, the market will take 
into account this decision making process, and charge a higher interest rate 
for firms who issue long-term debt. As a result, firms with good prospects 
are  paying  too  high  a  price  for  long-term debt  and  they  should  issue 
shorter maturities. When firms are of extremely low quality or when risk. 
If  the  risk  is  fairly  priced,  firms should  be indifferent  between issuing 
short-dated or long-dated debt. However, several important considerations 
affect the decision. 9
               Information
If firms are better informed about their prospects than the market, they will 
select the maturity structure which best fits this information set. Firms who 
9 The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 18
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believe that their prospects will deteriorate will use long-term debt to lock 
in the current spread, while very little is known about the firms, they may 
not be able to access the public debt market altogether. Instead, they may 
have to borrow from banks, and bank debt is generally more short-term. 10
               Event risk
   Borrowing  only  short-term  is  a  risky  strategy,  however,  because  it 
assumes  that  it  is  always  possible  to  access  the  debt  market.  However, 
because  of  unforeseen circumstances,  credit  may  dry  up  and  it  may  be 
difficult  to roll-over the debt.  This could be because of macro-economic 
events, such as the Asian crisis, which affects the level of liquidity in the 
markets, or because a bad news event about the firm temporarily affects its 
ability to issue debt. If the firm cannot roll-over its debt, this could lead to a 
liquidity crisis and financial distress. Firms should therefore make sure that 
their  debt  maturities  are  spread  out.  However,  higher  quality  firms  can 
afford to spread the debt across shorter maturities than lower quality firms.11 
            Underinvestment 
 
  When a firm takes on a new project,  which increases firm value,  two 
groups of claimholders on the firm benefit. Most of the gain goes to the 
10  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 19 
11  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 20 
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equityholders of the firm, but some accrues to debtholders as well. This is 
the  case  because,  holding everything else  constant,  an  increase  in  firm 
value reduces the probability of default. If the firm has a lot of growth 
opportunities, relative to the value of its assets in place, it is possible that 
the transfer of wealth to debtholders is so large that the firm will decide 
not to take the project in the first place . One solution to this problem is to 
issue  short-term  debt,  which  matures  before  the  firm  has  to  make  its 
investment  decisions.  Of  course,  an  alternative  is  simply  to  issue  less 
debt.12 
           
   Risk taking 
   Debt financing (and especially long-term debt financing) may lead firms 
to forego projects that add value to the firm, because the benefit accrues to 
debtholders. The reverse argument is also possible. It is possible for firms 
to  take  projects  which destroy  value,  but  are  in  the  best  interest  of 
shareholders, because they increase firm risk so that the debtholders are 
the  ones  who  lose  out.  Again,  this  is  especially  the  case  if  the  debt-
financing is long-term, because the sensitivity of the value of the debt to 
changes in the risk of the firm is larger for longer term financing. 13
12  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 21
13  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 21
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          Cash flow matching 
   We discussed rollover risk earlier, when we argued that this risk can be 
mitigated through the issuance of longer-term debt. A related argument is 
that of cash flow matching or maturity matching, which suggests that firms 
should  match  the  maturity  of  their  assets  with  the  maturity  of  their 
liabilities. This will avoid rollover risk to some extent. This can only be 
undertaken if the maturity of the assets can be determined easily. 14
      
  
 4. Currency mix of debt 
    
    When capital markets are perfect and covered interest rate parity holds, 
the  exact  currency  mix  of  the  firm’s  debt  does  not  matter,  because  the 
pricing in all currencies is fair. 
       Relative taxes 
  In  an international  setting,  the effect  of  different  tax rates  in  different 
countries is likely to have a strong impact on the currency mix of debt. 
Generally, firms should issue debt and hence lower the tax bill in countries 
where tax rates are high. We note, however, that: 
14  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 21
15
I. The location of the entity issuing the debt is more relevant than the 
currency of the debt. It may, however, be convenient to issue the debt 
in the currency of the reporting entity that gets the tax deduction 
II.  If the decision to issue debt in a certain currency is related to its tax 
advantages, such decision should not be made in isolation, but as part 
of the firm’s overall tax optimization strategy 15
        Reducing cashflow volatility
  If  firms have liabilities  in the same currency as their  assets  then the 
amount of foreign currency translation is reduced and the overall effect of 
exchange rate volatility on cashflow and earning volatility is reduced. This 
reduces all the costs of volatility we described previously. Obviously, the 
value of the foreign asset is equal to the present value of the foreign cash 
flows. Thus, hedging foreign cash flows with foreign currency debt is the 
same as hedging the market value of the asset. 
   From a purely economic perspective it makes sense to hedge market 
values and not book values, because book values do not reflect the value of 
the cash flows generated by the asset. However, when the market value of 
an asset exceeds its book value the accounting treatment of the hedges may 
complicate matters and do our debt strategies value more complicated.
   Hedging the book value of a foreign asset through the issuance of the 
15  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 22
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same amount  of  debt  in  that  currency  is  called  net  investment  hedging. 
Variations in the book value of the asset are equal to variations in the book 
value of the debt. As a result, there is generally no balance sheet  of the 
asset are equal to variations in the book value of the debt. As a result, there 
is generally no balance sheet. 
    If the amount of debt does not cover the book value of the assets, the firm 
has to mark-to-market the excess book value, and adjust the equity account 
on its  balance sheet  with the difference.  This  generally  leads to balance 
sheet volatility. On the other hand, if the amount of debt exceeds the book 
value of assets,  the firm also has to mark-to-market the excess,  and this 
time, the adjustment is usually made via the P&L statement, thereby making 
profits. Firms may therefore decide not to hedge the full market value of a 
foreign asset if this value exceeds book value. 
    While managing our debt strategies the cashflows are uncertain the issue 
of hedgning foreign currency chashflows is complicated. 16
 
   
 Overcoming capital control 
  It  may  be  the  case  that  profits  from a  certain  jurisdiction  cannot  be 
repatriated to the home country, either because this would lead to additional 
taxation in that jurisdiction or the firm’s home jurisdiction or because of 
capital controls. One way to avoid having profits in that jurisdiction is to 
16  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 23
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locate a large fraction of the firm’s overall debt in that jurisdiction.
 
   Depth of the Capital Market and Investor Access 
   In some currencies, it may not be possible to raise substantial amounts of 
money because the markets are not very deep. If that is the case, issuing 
debt in another currency may be the only option available. Of course, it 
may be possible to swap the debt back into local currency. 
    Evaluation of Treasury Function 
  If  the treasury department of a corporation is  evaluated based on the 
extent to which interest rates can be locked in, then there is not much a 
decision to be made: domestic debt dominates because the foreign interest 
payments are subject to exchange rate fluctuations. 
5. Sources of Debt
  In perfect capital markets, the identity of the provider of funds does not 
matter: the cost of obtaining funds from capital markets and from banks is 
the  same  because  all  parties  have  the  same  information.  If  there  is  a 
difference in cost, holding everything else constant, firms should obviously 
borrow from the lowest cost source. However, it is often not possible to 
18
hold everything else constant. 
   
    
  Borrowing Flexibility 
   It may not be possible to obtain certain terms from bank financing. Banks 
are generally reluctant to lend money at long maturities or at fixed interest 
rates. If this is indeed the case, borrowing from capital markets may be the 
only option. On the other hand, it is much easier to obtain financing that is 
non-standard from banks because they can individually negotiate specific 
items. 
      Transaction Costs 
  Transaction costs make capital market debt less attractive, especially for 
small  amounts  of  capital,  because  the  fixed  costs  of  accessing  capital 
markets  make up a  larger  fraction of  the  amount  raised.  Other  types of 
costs, which can be classified as transaction costs, may also be important. It 
may quicker to obtain bank financing than to go through the process of 
accessing capital markets.  Firms may also be required to obtain a rating 
when accessing capital markets. This requirement can further slow down 
the process. 17
    Asymmetric Information 
  The information gap between capital markets and the firm may also impact 
the choice of lender. If firms have good future prospects, but the market is 
17  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 23
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not aware of those, debt raised from capital markets may well be more 
expensive than it should be. It may not be possible for the firm to convey 
this positive information to the capital  markets,  either because it  is  not 
credible  or  because  it  would  affect  the  competitive  advantage  of  the 
business. However, it may be possible to convey such positive information 
to a financial institution because of the one-to-one relation between the 
institution and the firm. This possibility has two implications: 
I.   The cost  of  borrowing  from the  bank may  be  lower  than  from 
capital markets because there is less of an information asymmetry 
II.  The fact that the firm has borrowed from the bank may be a positive 
sign to the financial markets 
    Bank financing may have one further advantage. Banks not only obtain 
privileged information at the outset of the relationship. They also monitor 
their borrowers and may be much quicker to spot potential problems than 
other capital market participants. This monitoring service has benefits for 
all of the firm’s investors. 
  
   The above discussion implies that bank debt may be particularly useful 
for firms with a lower credit rating and greater asymmetric information, 
especially if they have good prospects. Higher quality firms and firms that 
have a smaller information gap with the market are therefore more likely 
to borrow from capital markets, because the benefits of bank financing are 
smaller, and there is a cost associated with this monitoring. In the process 
of monitoring the firm, the bank may also obtain private information about 
20
the firm. The bank may then be able to employ this privileged access to take 
advantage of the firm by charging higher interest  rates.  The firm cannot 
simply take its business elsewhere, because such a move would be seen by 
capital  markets  as  a  sign  that  the  firm’s  current  bank does  not  want  to 
continue the relationship. In sum, the bank is able to extract rents from the 
firm because of its privileged link . This argument implies that firms should 
avoid relying too much on a single bank to provide their financing. 
  
    Asymmetric Information and Covenants 
  Banks often insist that the firm meet a number of stringent covenants as 
part of the lending agreement. This may well be to the advantage of the 
firm. By agreeing to limit future behavior, the firm may be able to lower the 
cost  of  financing.  However,  these  covenants  may prevent  the  firm from 
taking certain actions, and some firms would prefer not to have such strict 
covenants. The solution to such problem may be to go for capital markets 
debt instead of bank debt. 
    Liquidation and Renegotiation 
 Another reason why we would expect lower quality borrowers to employ 
bank debt is because liquidation and renegotiation costs are higher when the 
firm has capital markets debt. It is more costly to negotiate with a large 
number of public bondholders. Moreover, when renegotiating with public 
bondholders, firms face a holdout problem: while it may well be in the best 
interest of all bondholders as a group to renegotiate the terms of the bond, 
this may not be the case for individual bondholders. These bondholders may 
21
therefore refuse to renegotiate and ‘hold out’ instead. 
  Underinvestment Problem 
 Bank  debt  may  also  help  overcome  the  underinvestment  problem 
discussed above. If the benefits of a new investment project are likely to 
accrue  to  debtholders,  firm managers  may  decide  not  to  undertake  the 
project.  The  alternative  would  be  to  renegotiate  the  terms  of  the  debt 
contract with the debtholders. This will be very difficult if there are many 
public debtholders, but could work if the debt financing is provided by 
banks. 18
  Hybrid Securities 
 Any  security  with  payoff  patterns  not  traditionally  described  by  the 
normal  payoff  structures  of  plain  debt  or  equity  can  be  considered  a 
hybrid. The general idea behind a hybrid is that it contains features of both 
debt and equity. The simplest is convertible debt, which is debt convertible 
at the option of the bondholder into a number of shares of the firm. 
In perfect capital markets and when covered interest rate parity holds, it 
should be clear that there is no need to construct a particular payoff pattern 
to  suit  firms or  investors.  All  the  instruments  are  fairly  priced and the 
financing choice is therefore irrelevant.  Investors can always create any 
payoff structure they want (at no transaction cost). We therefore need to 
seek  out  which  imperfections  can  be  overcome  with  certain  types  of 
securities. 
   Taxes 
18  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 24
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 One of the major advantages of debt financing is that it can reduce the 
firm’s tax bill. However, debt financing can also lead to costs of financial 
distress. If a security can be designed to maintain the tax benefits of debt 
financing  while  reducing  financial  distress  costs,  this  structure  can  be 
beneficial. 
   Asymmetric Information 
   There are different costs associated with the information gap between the 
investitors and the firm. Securities are sensitive to changes in firm value 
and this may affect their pricing. Regarding convertible debt, it is a security 
that shows little sensitivity to changes in firm risks. 
In the case the firm is riskier than expected, the equity portion becomes 
more valuable. But If the firm is safer than expected, then the debt portion 
becomes more valuable. We can consider this argument also for the conflict 
of interest between equityholders and bondholders. Equity holders benefits 
in the case firms take decisions that increase firm risk, holding everything 
else  constant.  Debt  holders  benefit  in  the  case  firms take  decisions  that 
reduce firm risk, holding everything else constant. This  may lead to higher 
interest rates if a potential lender to the firm  get worried that the firm will 
take more risk than originally anticipated. Firms can issue convertible debt 
to assure future lenders that they will not unduly increase firm risk.
  Asymmetric  information  can  also  affect  the  firm’s  access  to  capital 
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markets. This causes a problem if a firm is not cash-rich, but has to issue 
debt securities that require substantial commitments of future cash flows. 
If  a  firm can  issue  a  debt  security,  without  having  to  employ  cash  to 
service it, this may be beneficial. Hybrids can be structured to reduce the 
cash required to service the debt, especially in the first years of the issue. 
 
    Rating Agencies 
 If  these  agencies  are  willing  to  give  firms  equity  credit  for  certain 
instruments, firms can take advantage of this situation. 
 Regulation 
For  regolatory  reasons  firms  that  are  regulated  need  to  keep  certain 
amounts of capital. Firms may be able to issue hybrid securities to take 
advantage of this situation. 
 Transaction Costs 
 If investors like to obtain certain payoff patterns because they fit  with 
their  consumption  needs,  they  can  always  create  them  by  combining 
traditional  securities.  However,  this  could  be  quite  costly.  If  hybrid 
securities can be structured in a way that appeals to investors and reduces 
their  transaction  costs,  these  structures  may  also  be  beneficial  for 
corporations. 
 When Pricing Is Not Fair 
 It is possible that securities expect a required rate of return different from 
a  fair rate  If  they  come  about  that  are  not  well  understood  by  capital 
markets rate. If the required rate is lower than the fair rate, firms should 
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take advantage of the situation. If the required rate of return is higher, firms 
may  still  consider  issuing  a  particular  security  if  the  extra  cost  is 
outweighed by the benefits discussed above. 
           Market Timing 
  Firms may alter their debt structure decisions based on expectations about 
movements in interest rates, credit spreads or exchange rates. For example, 
a firm considering its fixed/floating mix could compare: 
I.  Current  versus  Historical  Fixed/Floating  Spreads:  Firms  may 
compare  current  spreads  between  fixed  and  floating  rate  debt  to 
historical  spreads,  and  decide  to n  nature.  When  firms  are  better 
informed than capital markets in general they can take a view. This is 
almost impossible for interest rates and exchange rates but it can be 
possible for credit spreads. 
issue the type of debt which is ‘cheap’ relative to historical norms 
II.  Current  Fixed/Floating  Spread:  Firms  may  compare  the  current 
spread between fixed and floating rate debt to the spreads they expect 
and  decide  to  issue  the  type  of  debt  which  is  ‘cheap’ relative  to 
expectations 
III.  Expectations  of  Fixed/Floating  Spread:  Firms  may  look  at 
expectations of future interest rates to determine whether they should 
‘lock in’ a fixed rate for a long period of time because interest rates 
are expected to increase or whether they should ‘go floating’ to take 
advantage of lower interest rates to come 
25
All of these decisions reflect attempts to predict future rates based on 
current  and historical  market  conditions.  Firms may make similar 
comparisons for credit spreads at different maturities and exchange 
rates. 
 It is important to be careful because these analyses are speculative 19
 PART II. Theoretical & Practical Considerations 
 6. The Impact of Derivatives 
In this part  we will consider the structure of debt after the impact of any 
related derivatives. For example, a firm that issues a fixed rate bond but 
enters  into  an  interest rate  swap  would  be  considered  to  have  issued 
floating rate debt for our purposes. In efficient capital markets there is no 
difference and in practice it would be good for the  firms to choose the 
option that is cheapest overall. 
There is a factor which makes the fixed rate bond and the swap structure 
different from the floating rate bond structure and that is the credit risk 
associated with the swap counterparty. This risk is normally low. 
 Irrelevance 
In case we want to understand how debt structure may affect shareholder 
value, we should understand under what circumstances it does not matter. 
First of all let's consider a simply scenario:
19  The Theory and Practise of Corporate Debt Structure, February 2006, Henri Servaes, London 
Business School, Peter Tufano, Harvard Business School, Page 28
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 There are no taxes
Corporate executives have the same set of information as investors
 There are no transaction costs
 Investors and markets are rational
The firm’s level of investment is fixed
 There are no costs of recontracting or bankruptcy
 The interests of managers and shareholders are aligned
We call these the perfect capital markets assumptions. We also assume that 
covered interest rate parity holds. 
Under these conditions, the actual structure of the firm’s debt is irrelevant. 
It does not matter whether the firm borrows fixed or floating rate, short-
term or long-term, and whether the firm issues foreign currency debt or not. 
Nor does it matter whether the firm borrows from banks or capital markets. 
All providers of capital can charge a fair price for the securities the firms 
asks them to hold when there is available a full information. If this price is 
fair, the actual structure of the debt does not matter. 
In the same way, it does not make sense for a firm to issue debt in a foreign 
currency to take advantage of lower interest rates. The lower interest rates 
will  be reflected in  currency appreciation,  so that  when the interest  and 
principal are repaid, the expected out-of-pocket expense for the firm is the 
same. 
Firms that don't have internal financing available but have good prospects 
27
will be able to obtain additional financing at a fair price. 
Regarding hybrid securities they will be priced fairly in the market and 
investors could, in fact, replicate the value of the hybrid by dynamically 
trading the firm’s other securities. 20
When Does Debt Structure Impact Firm Value
 The structure has to: reduce taxes, reduce transaction costs, reduce agency 
costs, provide better information to the market, improve access to capital 
markets or reduce distress costs. 
So some of the following effects need to be optained: 
• Reduction  of  Taxes:  The  value  of  the  firm  will  increase  by  the 
present value of the tax savings when the structure reduces the joint 
tax bill of the firm and its investors. The debt structure reduces the 
tax burden of the firm without a proportionate increase in the tax 
burden of the investors.
• Reduction of Transaction Costs: The debt structure provides payoffs 
to investors which they cannot replicate on their own at the same 
cost.  If  investors  desire  to  get  certain  payoffs  in  certain  states  of 
nature, and if the transaction costs of creating such payoffs are high 
20 The Cost of Diversity, Henri Servaes, Chigaco, page 17
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(because of high trading costs in shares, bonds, or derivatives), then 
the structure can create value 
    
• Provision of Better Information to the Market: this argument is about 
informing the market about these expected cash flows 
• Reduction of Agency Costs: The costs of conflicts between managers, 
bondholders,  and  shareholders  are  ultimately  borne  by  the 
equityholders of the firm and if the firm can avoid these then there 
may be a value gain. The debt structure diminishes conflicts of interest 
between them.
•  Improvement of Access to Capital Markets: Value is created in the 
case the debt structure allows to firm to plan better when it needs to 
access  capital  markets,  or  allows  the  firm to  continue  meeting  its 
investment needs without having to access capital markets. This is the 
case because accessing capital markets is costly 
•  Reduction of Distress Costs: Value is created when the debt structure 
allows the firm to avoid direct or indirect costs of financial distress.  
Two other  considerations are important too: 
•  Regulatory  Considerations:  We  do  not  consider  regulatory 
considerations  in  detail.  Regulators  may  frown  upon  certain 
instruments and  may require firms to have a maximum level of debt 
or short-term debt. Similarly, some instruments that may appear debt-
like may receive some equity treatment from regulators. 
•  Market  Sentiment  and  Irrational  Pricing:  If  rating  agencies 
29
irrationally care about certain aspects of a firm’s debt structure, and 
downgrade  firms that  do not  follow their  advice,  companies  have 
little choice but to alter their policies. 
       Companies should take advantage of mispricing If certain instruments 
or certain maturities are not fairly priced. mispricing. If interest rates are 
low for a certain maturity or in a certain currency (relative to what they 
should  be,  given  exchange  rate  expectations),  firms  should  tilt  their 
borrowing towards the areas where the mispricing is observed. This part 
will just note that firms should take advantage of market sentiment and 
irrational pricing when possible.  If rating agencies irrationally care about 
certain aspects of a firm’s debt structure, and downgrade firms that do not 
follow their advice, companies have little choice but to alter their policies. 
  Costs of Cashflow Volatility 
There are a lot of problems on cashflow volatility :
✗  Leads to costs of financial distress 
✗ Reduces the debt capacity of the firm 
✗ Negatively affects the quality of daily decision making 
✗  Makes it more difficult to communicate with investors 
✗ Cash flow volatility leading to earnings volatility increases the tax 
payments of the firm   In jurisdictions with progressive tax rates on 
corporate income
✗  Makes it more difficult for the firm to continue making investments 
and pay dividends because it  will  force the firm to access  capital 
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markets more frequently and with less advance warning 21
    7. Debt reserves and Debt capacity
They both deal with the debt in terms of uncertainity in future funds or cash 
flow and they both use simulation of probable future experience as a means 
of assessing the magnitude of the provision to be made. These approches 
require some sort of model of cash flows as a tool of analysis. Debt capacity 
is  only  one  of  the  whole  range  of  alternative  resources.  This  study  of 
mobility  deals  with  the  whole  set  of  uncertainities,  where  the  business 
recessin is only one. 
 The debt capacity treats the priority f all other sources of mobility as given 
and assume that the residual control was what was exercised over the level 
of debt servicing. This study of mobility takes the level of existing debt 
servicing as given and opens up the choice of priorities among alternative 
sources of mobility. In uncertainty circumstances, the debt capacity study 
takes  a  generalized  view  of  one  important  aspect  of  uncertainity,  the 
business recession, so the analytical approach lent itself to the possibility of 
quantitative estimates of the risk of running out of cash. This study leans 
toward a more specific identification of near-term risks and places more 
reliance on managerial judgments respecting the magnitude and timing of 
the related need for funds. 
 This study shifts attention from the question of the debt that is in use t the 
21 The Cost of Diversity, Henri Servaes, Chigaco, page 21
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debt  that  remains  to  be  used  in  the  form of  a  debt  reserve.   It  places 
particular emphasis on the instant reserve, the capacity to buy time in order 
to bring about the desired reallocation of working resources in response to 
new information. The reserve of borrowing power at the commercial bank, 
which by specific prearrangement or by firm custom is an assured and 
instantly available source, is a key element of strategy. The study places 
special emphasis on the importance of close and continuous  relations with 
the commercial banks, an aspect of financial policy that has come under 
considerable pressure in this age when it is fashion-able to keep funds fully 
invested and to be “hard nosed” about bank relations. 22
 The reserve of long-term borrowing is also a part of the total capacity to 
respond  to  unexpected  need,  but  a  part  requiring  time  to  activate  and 
involving some uncertainty.  Wheather the company makes full use of this 
long-term borrowing power at any given time is now seen not simply in 
terms of one resource but in terms of all resources of mobility. If the debt 
capacity  is  fully  utilized,  then it  is  obvious that  for the near future the 
responsability for financial mobility is shifted to other resources, including 
the reallocation of budgeted flows. While a reserve of long-term borrowing 
power is useful, it may not be essential for any given time period. The idea 
of insisting that there always be a long-term debt reserve appears to place 
excessive emphasis on long-term debt in the total strategy of mobility. 23
22Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of Corporate 
Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon Donaldson, Bertrand 
Fox, page 24  
23  Corporate Debt Capacity:A Study of Corporate Debt Policy and the Determination of 
Corporate Debt Capacity,  (Reprinted 2000 by Beard Bocks, Washinton, D.C) Gordon 
Donaldson, Bertrand Fox, page 27
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 PART III:  The field research
 7. The case, a brief presentation
Bombardier Inc. is a manufacturer of transportation equipment, including 
business  and  commercial  aircraft  and  rail  transportation  equipment  and 
systems, and is a provider of related services. The Company carries out its 
operations  in  two  distinct  segments:  aerospace  through  Bombardier 
Aerospace (BA) and rail transportation through Bombardier Transportation 
(BT). BA's aircraft portfolio includes a line of business aircraft, commercial 
aircraft, including regional jets, turboprops and single-aisle mainline jets, as 
well as specialized and amphibious aircraft; and the transportation segment 
(BT),  which  is  involved  in  the  design,  manufacture  and support  of  rail 
equipment and systems, offering a range of passenger railcars, locomotives, 
light rail vehicles and automated people movers. Some of the Company’s 
customer  services  network  includes  parts  hubs,  parts  depots,  authorized 
service facilities (ASF), line maintenance facilities (LMF), service centers 
and mobile repair parties 24
➢ It is necessary to have an awareness of current business thinking and 
practise with respect to debt. A major portion of the time devoted to 
this  study  was  taken  up  with  the  analyses  of  the  financial  and 
especially  debt  experience  of  a  big  company  with  ten  branches  in 
different countries. The primary propose was to test and improve the 
24 Suorce: Bombardier Trasportation
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research  questions  and  tecniques.  The  company  is  the  World's 
leading manufacturer of both planes and trains. Bombardier inc. is 
composed by: 
➢ Transportation 
➢ Business Aircraft 
➢ Commercial Aircraf 
➢ Aerostructures & Engineering Services 
➢ Product Development Engineering 
 They are shaping the evolution of mobility by… 
✔  Investing in leading mobility solutions 
✔ Growing local roots in key markets 
✔ Achieving flawless execution 
 We can consider them as their growth strategies. 
  Their competitive foundation 
➔Great talent globally 
➔Strong financial discipline 
➔Active Risk Management
➔Integrated Sustainability 
 BAES vision is to become a world class Aerostructures and Engineering 
Services supplier to the aerospace industry by growing division revenue 
and optimizing cost structure. They are focused on enhancing their cost 
structure while generating additional revenue opportunities. Their growth 
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potential  comes  from both  internal  and  also  external  opportunities.  The 
structure of this company is well balanced. 
Aerostructures and related aftermarket are currently a $60 billion market, 
with forecasted annual growth of 3% to 2023. It is about a leader in both 
delivery and revenue market share, a market leader in the business aircraft 
market. Their comprehensive product portfolio will allow they to benefit 
strongly  from  the  growth  in  business  aircraft  over  the  long  term.  The 
business  is  delivered  in  North  America,  Europe,  China,  Latin  America, 
Russia, Middle East, India, Asia, Africa. 25
 They  are  executing  on  a  portfolio  of  initiatives  to  achieve  their 
strategic priorities :
• Invest in leading mobility solutions 
• Grow local roots in key markets 
• Achieve flawless execution 
They are well positioned to drive long-term growth across their complete 
product and services portfolio. We can see the presence of solid strategies to 
drive future growth. Long-term market drivers for commercial aircraft are 
solid:
• Economic growth 
• aircraft types 
• More efficient aircraft 
25 Bombardier Trasportation, Rail vehicles and Trasportation systems, 
http://www.bombardier.com/en/transportation.html 
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• Emerging markets 
• Environmental regulations 
•  Environmental fees 
• Scope Clause relaxation 
Most drivers will impact demand for commercial aircraft positively.
BT offers the broadest and most innovative portfolio of  products and 
services in the industry 
 Their aim is to stay in the technology lead by having the most innovative 
portfolio  reducing  their  customers’  life  cycle  costs.  The  customer 
satisfaction and loyalty is  essential for their business. 
Their product portfolio and global presence sustain their long-term 
growth:
•  The rail industry remains strong and is forecasted to have an annual 
growth rate of 2.7% p.a.  
• Although competition increased, BT continued to win large rolling 
stock orders together with long-term services contracts in 2014 
• There are promising opportunities in all regions and segments 
•  BT  is  the  manufacturer  with  the  broadest  portfolio  in  the  rail 
industry 
•  Long-term  market  drivers  have  a  positive  impact  on  future 
investments in rail infrastructure 
Their competitive foundation:
• Great talent globally 
• strong financial discipline 
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• commited corporate social responsability 
• active risk management 26
8. The Organization of the Study
After the brief presentation of the company the collection of data involved 
three stages. The first was assembly and analysis of all available published 
data  including  financial  statements  and  annual  reports,  reports  to  the 
securities and exchange commision,  procpectuses,  and the publication of 
the financial services. 
The second stage consists in the interviews with the company's officers. The 
third stage consists in the company's primary source or sources of long-term 
debt capital. 
The desired information: 
1)  The history of the debt and cash flow experience
2) A description of basic attitudes toward the use of long term-debt as an 
alternative to the other primary sources of permanent capital 
3) The measurement and the risk associated with corporate borrowing
4) Willingness to assume the risks of debt financing in debt policies and 
concepts of debt limits
26 Bombardier, The World's largest manufacturier of planes and trains, evolution of mobility. 
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From this information there has been possible to generalize about attitudes, 
current concepts and practices with respect to long-term debt.
In the addition to the information mentioned above,  the further  step of 
testing implications of the debt criteria in use was desired. There will be 
also the obsevations  of the individual cases. 
 
  The field sample
The primary consideration of debt strategies management was to provide 
the best  possible  opportunity  to  examine the risks associated with debt 
against individual characteristics of cash flow. One of the purposes is to 
obtain a report of management thinking regarding risk in general and risk 
of  debt  in  particular.  Another  important  thing  is  understanding  the 
management  attitudes  and  operating  criteria.  Consider  the  long-term 
finance in the different branches. The comparison between debt and equity. 
The  more  challenging  assignment  is  to  provide  a  common  basis  for 
appraisal which is at the same time logically defensible and practical. The 
study is not consider like conclusive. 
The  reason  why  there  has  been  chosen  a  big  company  with  different 
branches in different countries was to have the general structure of cash 
inflows and outflows roughly the same with all units in the case taken. 
 Given a similar general structure of cash flows within group, there are the 
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same time variations in cash flow among the group. 
   Capital Structure 
  
  
We  will 
consider
(1)
(1)  Adjusted EBIT to adjusted interest  ratio as a 
measure of interest coverage. 
(2) Adjusted debt(1) to adjusted EBITDA(1) ratio, as a measure of 
financial leverage. 
(3) Weighted-average long-term debt maturity, as a measure of debt 
term  structure.  27    




Debt 99.5 7.6 Bil
Preferred 4.5 347.0 Mil
Equity -4.0 -305.0 Mil
Most Recent (Dec 2014)  
Type % Amount
Debt 74.2 7.0 Bil





   Financing plan 
 
 Subsequent to the end of the fiscal year, in February 2015, Bombardier 
announced a plan to position the Corporation with a flexible and strong 
financial  profile  whereby  the  Corporation  intends  to  access  the  capital 
markets, depending on market conditions, for the issuance of equity for 
approximately $600 million and new long-term debt capital for up to $1.5 
billion. 
 In order to realize the capital raising plan, the Corporation has filed on 
February 12, 2015 a preliminary short form base shelf prospectus with the 
Canadian securities regulatory authorities, which will allow it to offer from 
time to time over a 25-month period up to approximately $2 billion  of 
debt,  equity  or  other  securities,  including  convertible  securities.  The 
Corporation may also offer the securities on a private placement basis in 
the U.S. and in other jurisdictions. 
 In keeping with the Corporation's objectives, the Board of Directors has 
concluded  that  the  Corporation's  free  cash  flow(1)  would  be  more 
appropriately applied to bolstering the Corporation's financial structure and 
investing in its core programs and businesses. Therefore, the Corporation 
will explore other initiatives such as certain business activities' potential 
participation in industry consolidation in order to reduce debt. 
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 In their financial priorities there are three elements: 
➢ Profitability: Increase the level and consistency of profitability
➢ Liquidity: Increase the level and consistency of cash flows and insure 
sufficient liquidity to meet capital requirements
➢ Capital structure: Optimize the capital structure to reduce costs and 
improve the corporation's ability to seize strategic opportunities
 The  Corporation  operates  in  a  competitive  and  capital-intensive 
environment.  In  recent  years,  extensive  investments  in  industry-leading, 
cost-optimized products and solutions have been made in order to improve 
market place positioning. 
BA achieved an EBIT margin before special items of 4.2% in fiscal year 
2014, compared to 4.1% last fiscal year.  The variation compared to 2014 
guidance of approximately 5% is mainly due to pricing pressure on new 
aircraft sold, increased provisions for credit and residual value guarantees 
as well as a decrease in the fair value of used aircraft.
 BT achieved an EBIT margin before special items of 5.1% in fiscal year 
2014, compared to 5.8% last fiscal year. The variation compared to 2014 
guidance  of  approximately  6%  is  mainly  due  to  revised  escalation 
assumptions for some contracts,  mostly in rolling stock, which impacted 
estimated future revenues and resulted in a catch-up adjustment to reflect 
lower contract margins on revenues already recognized. BT expects a slight 
improvement in EBIT margin in 2015 compared to 2014, as BT continues 
to  focus  on  contract  execution  and  cost  reduction  while  increasing 
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investment in a harmonized I.T. Landscape. 28
 
 Strong  financial  discipline  will  support  planned  investments  in 
product development 
 Management continuously monitors liquidity levels, including available 
short-term  capital  resources  and  cash  flows  from  operations,  to  meet 
expected  requirements,  including  the  support  of  product  development 
initiatives  and  to  ensure  financial  flexibility.  In  evaluating  liquidity 
requirements, historic volatility and seasonal needs, the maturity profile of 
long-term debt, the funding of product development programs, the level of 
customer  advances,  working  capital  requirements,  the  economic 
environment  and  access  to  capital  markets  are  all  taken  into  account. 
Management uses scenario analyses to stress-test cash flow projections. 
In April 2014, the Corporation took advantage of strong demand and good 
pricing  conditions  in  the  debt  capital  market  in  the  U.S.  to  increase 
financial  flexibility  by  issuing  an  aggregate  of  $1.8  billion  in  new 
unsecured Senior Notes due in April 2019 and October 2022 which, after 
refinancing $1.3 billion  in  existing debt,  yielded additional  liquidity  of 
$0.5 billion. 
  On an on-going basis, the Corporation manages liabilities by taking into 
consideration expected free cash flows, debt repayments and other material 
28 About Bombardier, Bombardier trasportation, Bombardier Organization 
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cash outlays expected to occur in the future. There is no significant debt 
maturing before the year 2016. The cash flows from operating activities 
were lower than expected due to a lower level of customer advances, lower 
EBIT  and  an  increase  in  used  aircraft  inventory.  BT  expects  an 
improvement in free cash flow compared to 2014 although it is expected to 
remain  below  EBIT as  BT continues  to  ramp-up  production  related  to 
several  contracts  and as  a  lower level  of  advances on large contracts  is 
anticipated.
Investment in product development is expected to be funded through cash 
flows from operating activities and available short-term capital resources of 
$3.8 billion. The Corporation may receive funding from governments and 
contributions  from  key  suppliers  for  certain  aircraft  programs,  which 
increases financing flexibility as these parties act as risk-sharing partners. 
 The  Corporation  requires  capital  (predominantly  for  BA)  to  develop 
industry-leading products  and to  seize  strategic  opportunities  to  increase 
competiveness  and  execute  growth  strategies.  The  Corporation  takes 
advantage of favourable capital market conditions when they materialize to 
extend debt maturity, reduce cost of funds and increase diversity of capital 
resources 29
29 Bombardier Worldwide, Bombardier Investiment, Page 34
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       9.   Finacial risk management  
 The Corporation is primarily exposed to credit risk, liquidity risk and 
market risk as a result of holding financial 
• Credit risk 
The Corporation is exposed to credit risk through its normal treasury 
activities on its derivative financial instruments and other investing 
activities and it is also exposed to credit risk through its trade 
receivables arising from its normal commercial activities. The 
objective of monitoring and controlling of credit risks  is to minimize 
the Corporation’s exposure to credit risk from its treasury activities 
by ensuring that the Corporation transacts strictly with investment-
grade financial institutions and money market funds based on pre-
established consolidated counterparty risk limits per financial 
institution and fund. 
• Liquidity risk 
Liquidity adequacy is continually monitored, taking into 
consideration historical volatility and seasonal needs, the maturity 
profile of indebtedness, access to capital markets, the level of 
customer advances, working capital requirements, the funding of 
product developments and other financial commitments. The 
Corporation also monitors any financing opportunities to optimize its 
capital structure and maintain appropriate financial flexibility.
• Maturity analysis 
The maturity analysis of financial assets and financial liabilities in 
December 31, 2014. 
             (GRF)
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 Source:  Finantial report, Latest Finantial Reports
• Market risk 
In order to properly manage their exposures, each segment maintains 
long-term cash flow forecasts in each currency. BA has adopted a 
progressive hedging strategy while BT hedges all its identified foreign 
currency exposures to limit the effect of currency movements on their 
results. The segments also mitigate foreign currency risks by 
maximizing transactions in their functional currency for their 
operations such as material procurement, sale contracts and financing 
activities. In addition, the central treasury function manages balance 
sheet exposures to foreign currency movements by matching asset and 
liability positions. This program consists mainly in matching the long-
term debt in foreign currency with long-term assets denominated in 
the same currency 30
• Interest rate risk 
The Corporation is exposed to fluctuations in its future cash flows 
arising from changes in interest rates through its variable-rate 
financial assets and liabilities including long-term debt synthetically 
converted to variable interest rate. The Corporation is exposed from 
time to time to changes in interest rates for certain financing 
commitments, when a financing rate has been guaranteed to a 
customer in the future. For these items, cash flows could be impacted 
by a change in benchmark rates such as Libor, Euribor or Banker’s 
30 Bombardier reports, page 41
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Acceptance. 
• Long-term debt 
The fair value of long-term debt is estimated using public quotations, 
when available, or discounted cash flow analyses, based on the 
current corresponding borrowing rate for similar types of borrowing 
arrangements.31
 
    Debt and unconsolidated structured entities  
 
 The Corporation has provided credit and/or residual value guarantees to 
certain structured entities created solely to provide financing related to the 
sale of commercial aircraft. Typically, these structured entities are financed 
by third-party long-term debt and by third-party equity investors who 
benefit from tax incentives. The aircraft serve as collateral for the 
structured entities long-term debt. The Corporation retains certain interests 
in the form of credit and residual value guarantees, subordinated debt and 
residual interests. Residual value guarantees typically cover a percentage 
of the first loss from a guaranteed value upon the sale of the underlying 
aircraft at an agreed upon date. The Corporation also provides 
administrative services to certain of these structured entities in return for a 
market fee.
Bombardier closes US$868 mln equity financing, 45% above original 
target. The world’s largest plane and train maker, raised US$868 million 
(C$1.1 billion), almost 45 percent above the original US$600 million 
target for the equity issue. 
 It increased the size of a two-tranche, high-yield debt offering to $2.25 
billion from the targeted  $1.5 billion. The company had previously said it 
aimed to raise a total of $2.1 billion from debt and equity issues to shore 
up its balance sheet. It will raise $1.5 billion from an offering of 10-year 
bond with a coupon of about 7.5 percent. It also plans to raise another 
$750 million from an issue of 3.5-year bonds.  That debt is expected to 
offer a coupon of around 5.5 percent. 32
31 Bombardier Finantial reports, page 47
32 Third Quarterly finantial Report , page 78
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 Source: Bombardier trasportation
  The financing efforts are part of a major restructuring at the company 
revealed in 27 February 2015. 
The financing developments come on the same day, Bombardier’s new 
larger CSeries CS300 jetliner made its maiden flight in a milestone for the 
long-delayed program.
 It is under pressure to bring the CSeries into service after years of cost 
overruns. The smaller CS100 started testing in 2013. The CEO change and 
capital-raising moves underscore the pressure on Bombardier from the 
CSeries, a capital intensive program that has become a make-or-break 
project. Worries have increased over Bombardier’s ability to meet its 
timetable to launch its new C Series jet by the end of 2015
The Cseries, Bombardier's largest jet, with up to 160 seats, helps the 
company push into markets dominated by Boeing Co and Airbus Group NV.








 Source: Bombardier Trasportation
    Debt and finantial performance in 2013
  The difficult economic environment affecting some of their market 
segments is intersecting with the peak of their investment cycle, putting 
pressure on their profitability, liquidity and capital structure. Although the 
uncertain environment seems to persist, they are starting to see signs of 
stabilization. 
  In 2013, they increased their financial flexibility by issuing, at par, an 
aggregate of $2.0 billion of new unsecured Senior Notes. Subsequent to 
year-end, in April 2014, they issued, at par, an aggregate $1.8 billion of 
Senior Notes, comprised of $1.2 billion due on October 15, 2022 and $600 
million due on April 15, 2019. The net proceeds of the issuance will be 
used to finance the redemption of the €785 million ($1,083 million as at 
December 31, 2013) of Senior Notes due on November 15, 2016, to 
finance the repayment at maturity of the $162 million of Notes due on 
May 1, 2014 and for general corporate purposes. We are continuously 
monitoring our capital structure to enhance our financial flexibility and to 
ensure sufficient liquidity to fund our product development programs. 








the balance sheet with strategic long-term debt repayments, in line with 
active management of consolidated liquidity, weighted-average cost of 
capital and term structure. Their available short-term capital resources 
include cash and cash equivalents and the amounts available under our two 
unsecured revolving credit facilities. They consider that their expected cash 
flows from operating activities, combined with our available short-term 
capital resources of $4.8 billion as at December 31, 2013, will enable the 
continued development of new products to enhance our competitiveness 
and support our growth; will allow the payment of dividends, if and when 
declared by the Board of Directors; and will enable us to meet all other 
expected financial requirements in the foreseeable future. 33
 Bombardier’s net retirement benefit liability decreased by $974 million in 
2013, due mainly to strong returns on plan assets, increases in discount rates 
in Canada and the U.S. and employer contributions in excess of service 
cost. This reduction was partly offset by the use of newer mortality tables in 
Canada as well as higher inflation and lower discount rate assumptions in 
the U.K. As at December 31, 2013, $725 million of the remaining liability 
was related to unfunded pension plans, which, by their nature, will always 
be in a deficit position. Both Aerospace and Transportation have strong 
levels of order backlog, a leading indicator of future revenues. Their 
consolidated backlog reached a record level of $69.7 billion as at December 
31, 2013, including a manufacturing backlog of $58.9 billion, which 
represents more than four years of manufacturing revenues, based on 
revenues for fiscal year 2013.
33 Bombardier Finantial report 2013, page 89
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Source: Bombardier finantial Reports 
   They work with more than 1,400 major suppliers worldwide and, in 
many cases, failure by their suppliers to meet performance specifications, 
quality standards or delivery schedules can impact our ability to meet their 
commitments to customers. Because of this, they are extremely careful in 
selecting and qualifying suppliers. They take many considerations into 
account, including compliance, competitiveness, technical requirements, 
quality, reliability, cost, environmental profile and location. They like their 
relationships with suppliers to be long-term, so it is important for them to 
make deliberate decisions when forging new ones. They take a very active 
role in managing their supply chain and monitoring risk. Their goal is to 
limit the impact of potential supply chain disruptions, and they consider 
many different types of risks, including CSR risks, geopolitical and market 
trends, natural hazards and financial health. They apply this risk 
assessment approach to all tier one suppliers with whom they have 
significant spend. As a further guard against risk, and to ensure they are 
working with well-managed companies, all suppliers that sign contracts 
with Bombardier are required to adhere to our Supplier Code of Conduct, 
which they enforce on an ongoing basis. In 2013, they conducted 65 spot-
checks (up from 22 in 2012), 20 internal audits and three thirdparty audits. 
No relevant breach of their Supplier Code of Conduct was reported. In the 
coming years, they will escalate their monitoring of supplier conduct, 
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particularly in high-risk markets. Suppliers supplier spend Europe 779 
$3.0B North America 566 $4.1B Asia-Pacific 73 $460M Other 42 $220M. 
 Key Risks for Bombardier1 Active risk management has been one of their 
priorities for many years and is a key component of their corporate strategy 
framework. They  have embedded risk management activities in the 
operational responsibilities of their senior management team and made 
these activities an integral part of their overall governance, planning, 
decision-making and organizational and accountability structure. Every 
year, their Corporate Audit Services and Risk Assessment team assesses 
their major risks. Their  senior managers and Board of Directors review this 
assessment and develop action plans to address and mitigate the identified 
risks. 34
  
 Liquidity Risks 
 They operate in a competitive and capital intensive environment. In recent 
years, they continued to invest in industry-leading, cost-optimized products 
and solutions to improve their competitive position in the marketplace. We 
continuously monitor our level of liquidity, including available short-term 
capital resources and cash flows from operations, to ensure that they have 
the financial flexibility to meet expected liquidity requirements. In 
evaluating their liquidity requirements, they take into consideration historic 
volatility and seasonal needs, the maturity profile of their long-term debt, 
the funding of their product development programs, the level of customer 
advances, working capital requirements, the economic environment and 
access to capital markets. They use scenario analyses to stress-test they cash 
flow projections. They have adequate liquidity to continue to finance their 
product development and their operations in the foreseeable future. 
   
34 Activity Report, Building the Future of Mobility, page 54
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Strategic debt planning 
 Pursuant to its charter, the Committee reviews:
a)  Bombardier’s material risks of a financial nature and the steps that 
management takes to monitor, control and manage these risks, and 
b) the adequacy of policies, procedures and controls designed by 
management to assess and manage these risks. It reviews and 
monitors, as the case may be, any significant or unusual transactions 
or projects related to Bombardier’s ongoing activities, significant 
business opportunities, mergers, acquisitions, divestitures, significant 
asset sales or purchases or equity investments. It goes over various 
matters or activities related to or involving the financial situation of 
Bombardier such as, for example, its capital structure, its long-term 
debt repayment profile, its compliance with covenants under credit 
facilities, its customer financing activities and programs, its foreign 
exchange hedging policies, procedures and controls, or its insurance 
program coverage and related risks. The Committee periodically 
reviews the fulfillment of Bombardier’s obligations under its various 
retirement plans and the investment of the assets of such plans. It 
also monitors periodically environmental matters. 
  In 2013, they continued to invest strategically in new products to position 
us well for the future. With a record backlog of $70 billion, they are 
heading towards strong revenue growth. As significant investments in new 
products start to taper off, their top priority will be to translate these into 
bottom-line results. During the year, they have achieved major milestones 
in their product developments. In Bombardier Aerospace, the CSeries 
aircraft had its maiden flight in September 2013, thus starting the extensive 
flight test program. In Bombardier Transportation, the new Zefiro 380 very 
high speed train for China has started its 600,000 km trial run in December 
2013. Moreover, they won significant orders throughout the world and 
across their diversified portfolio of industry-leading products. They had 
another strong year of bookings in Aerospace with 388 aircraft. In 
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Transportation, they received $8.8 billion of new orders in 2013. Finally, 
their pension deficit decreased by $1 billion in 2013 due to strong return on 
assets and higher discount rates. Despite these successes, some financial 
targets set at the beginning of the year under the short-term incentive plans 
were not achieved. As a result, the payout under the short-term incentive 
plan related to financial key performance indicators for Mr. Pierre Beaudoin 
was 48.76% of target, and no objectives for value-added projects were 
achieved. Therefore, Mr. Pierre Beaudoin’s total direct compensation 
(which includes actual salary, actual bonus, and annual long-term incentive 
grants) for 2013 was $5,793,100 compared to $5,846,000 for 2012. The 
variation is explained by a higher short-term incentive payout ($167,600), 
no salary increase in 2013, no change in the value of long-term incentive 
grants in 2013 in Canadian dollars, and is offset by the depreciation of the 
Canadian dollar when converting his total direct compensation into US 
dollars. The pay for performance study continues to show pay for 
performance alignment below median compared to the peer group. 35
 On February 10, 2015, Transportation and New United Group announced 
that they finalized their agreement to establish a new joint venture for 
signalling and rail control in China. The new company, which will be 
known as Bombardier NUG Signalling Solutions Company Limited, will 
focus on rail transportation communication, signalling and integrated 
monitoring systems for the Chinese mass transit and light rail market, and 
be committed to introducing moving-block signalling technology for metro 
applications. On February 12, 2015, Bombardier announced that Mr. 
Laurent Beaudoin was retiring as Chairman of the Board of Directors and 
remains on the Board with the honorary title of Chairman Emeritus, and 
that Mr. Pierre Beaudoin will be appointed Executive Chairman, while Mr. 
Alain Bellemare will become President and Chief Executive Officer and 
member of the Board of Directors. These appointments were all  effective 
February 13, 2015. The Corporation also announced a plan to position the 
Corporation with a flexible and strong financial profile. Pursuant to this 
plan, the Corporation intends to access the capital markets for 
approximately US$600 million in new equity, depending on market 
35 Bombardier trasportation, Management Circular, page 61
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conditions, and to access the capital markets for up to US$1.5 billion in 
new debt capital, depending on market conditions. To complement this 
financing plan, the Corporation will explore other initiatives such as 
certain business activities’potential participation in industry consolidation 
in order to reduce debt. The Corporation also announced the suspension of 
the declaration of dividends on the Corporation’s Class A shares and Class 
B subordinate shares.
 The effects of dividents on debt 
 The Corporation declared the dividends indicated below on its outstanding 
shares during each of the fiscal years ended December 31, 2014, 
December 31, 2013 and December 31, 2012. These dividends are 
denominated in Canadian dollars. 
 The articles of the Corporation stipulate that no dividends may be paid on 
the Class Ashares or the Class B subordinate shares unless all accrued and 
unpaid dividends on the Series 2 Cumulative Redeemable Preferred Shares 
(the “Series 2 Preferred Shares”), Series 3 Cumulative Redeemable 
Preferred Shares (the “Series 3 Preferred Shares”) and Series 4 Cumulative 
Redeemable Preferred Shares (the “Series 4 Preferred Shares”) have been 
declared and paid or set aside for payment, or all the outstanding Series 2 
Preferred Shares, Series 3 Preferred Shares or Series 4 Preferred Shares, as 
the case may be, have been called for redemption and the redemption price 
of these shares has been deposited in the manner set out in the articles of 
the Corporation. In addition, the Corporation’s ability to pay dividends is 
limited by the terms of some of its debt instruments. 
  Security Ratings As at February 11, 2015, the Corporation had a long-
term debt rating of BB- from Fitch Ratings Ltd. (“Fitch”) with a negative 
outlook. The Corporation’s debt securities have also received long-term 
debt ratings of Ba3 by Moody’s Investors Service, Inc. (“Moody’s”) under 
review for possible downgrade and B+ by Standard & Poor’s (“S&P”) 
with a negative outlook. Fitch has also rated the preferred shares of the 
Corporation as a B, while S&P rated the preferred shares as CCC+ on the 
global scale or P-5 (high) on the Canadian scale. S&P rates long-term debt 
by rating categories ranging from a high of AAA to a low of D, Moody’s 
ratings range from a high of Aaa to a low of C, Fitch’s ratings range from a 
high of AAA to a low of D. A B+ long-term debt rating by S&P is the sixth 
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highest rating of ten categories. An obligor with long term debt rated in the 
B category is more vulnerable than the obligors rated in the BB category 
but continues to have the capacity to meet its financial commitments. 
Adverse business, financial, or economic conditions will likely impair the 
obligor's capacity or willingness to meet its financial commitments. 
Moody’s Ba long-term debt rating is the fifth highest rating of nine 
categories. A Ba rating is used for long term debt judged to have speculative 
elements and which is subject to substantial credit risk. The “3” designation 
indicates that the obligor has a ranking that is in the lower end of the Ba 
rating category. A BB- long-term debt rating by Fitch is the fifth highest 
rating of eleven categories and indicates an elevated vulnerability to default 
risk, particularly in the event of adverse changes in business or economic 
conditions over time; however, business or financial flexibility exists which 
supports the servicing of financial commitments. A preferred share rating of 
B from Fitch is also used to give an indication of the risk  that an obligor 
will not fulfill its obligations in a timely manner, with respect to both 
dividend and principal payments. This preferred share rating is speculative, 
where the degree of protection afforded to payment of dividends and 
principal is uncertain. In addition, a preferred share rating in the CCC 
category from S&P indicates that the obligation is vulnerable to 
nonpayment, and is dependent upon favourable business, financial and 
economic conditions for the obligor to meet its financial commitment to the 
obligation. In the event of adverse business, financial or economic 
conditions, the obligor will not have the capacity to meet its financial 
commitment to the obligation. Credit ratings are intended to provide 
investors with an independent measure of the credit quality of an issuance 
of securities and disregard certain factors such as market risk or price risk. 
These factors should be considered by investors as risk factors in their 
investment decision making process. 
 The credit ratings accorded by S&P, Moody’s and Fitch are not 
recommendations to purchase, hold or sell the securities. There is no 
assurance that the ratings will remain in effect for any given period of time 
or that the rating will not be revised or withdrawn entirely by S&P, Moody’s 
or Fitch in the future if it is in their judgment that circumstances so warrant. 
During the past two years, the Corporation has made normal course 
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payments to Moody’s, Fitch and S&P in connection with their rating 
services, which include annual surveillance fees covering Bombardier’s 
outstanding securities, in addition to one-time rating fees when securities 
are initially issued. 36
  Additional information relating to the Corporation, including directors’ 
and officers’ remuneration and indebtedness , principal holders of the 
Corporation’s securities and securities authorized for issuance under equity 
compensation plans, is contained in the Corporation’s management proxy 
circular for its most recently completed financial year. Additional financial 
information is provided in the Corporation’s financial statements and 
Management Discussion & Analysis for its most recently completed 
financial year. 
  Certain factors that could cause actual results to differ materially from 
those anticipated in the forward looking statements include risks 
associated with general economic conditions, risks associated with the 
Corporation’s business environment (such as risks associated with the 
financial condition of the airline industry and major rail operators), 
operational risks (such as risks related to developing new products and 
services; doing business with partners; product performance warranty and 
casualty claim losses; regulatory and legal proceedings; the environment; 
dependence on certain customers and suppliers; human resources; fixed 
price commitments and production and project execution), financing risks 
(such as risks related to liquidity and access to capital markets, exposure to 
credit risk, certain restrictive debt covenants, financing support provided 
for the benefit of certain customers and reliance on government support) 
and market risks (such as risks related to foreign currency fluctuations, 
changing interest rates, decreases in residual values and increases in 
commodity prices). For more details, see the “Risks and Uncertainties” 
section in the Management’s Discussion and Analysis for the year ended 
December 31, 2014. Readers are cautioned that the foregoing list of factors 
that may affect future growth, results and performance is not exhaustive 
and undue reliance should not be placed on forward-looking statements. 37
 
36  Activity Report, Building the Future of Mobility, page  81
37 Finantial Statements, annual information 2014, page 110
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 The table below summarizes other relevant key performance measures and 
associated metrics evaluated on a consolidated basis.
  
Source: Bombardier Finantial statements
 10. Financial priorities 
One of the ways to deliver on the growth strategies is to maintain a strong 
financial discipline. Time after time they monitor the level of liquidity, 
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including available short-term capital resources and cash flows from 
operations, and this is done in order to meet expected liquidity 
requirements, including the support of their product development 
initiatives and also to ensure financial flexibility. Considering the liquidity 
requirements, there is  considered historic volatility and seasonal needs, 
the maturity profile of the  long-term debt, the funding of the product 
development programs, the level of customer advances, working capital 
requirements, the economic environment and access to capital markets.  In 
January 2013,  this company took advantage of strong demand and good 
pricing conditions in the debt capital market in the U.S. to increase our 
financial flexibility. In April and May 2013 they extended the availability 
periods under the BT and BA letter of credit facilities by an additional year 
to May 2016 and June 2016, respectively. And in June 2013, the 
availability period of the PSG facility was extended by one year to June 
2014 and the amount committed reduced from $900 million to $600 
million, due to lower utilization levels. In May 2013, the company 
extended the maturity date of our $750-million unsecured revolving credit 
facility by one year to June 2016. They manage the  liabilities by taking 
into consideration expected free cash flows, debt repayments and other 
material cash outlays expected to occur in the future. We see that before 
the year 2016 they have no significant debt maturing. 38
 When they materialize to extend debt maturity, they take advantage of 
favourable capital market conditions, reduce cost of funds and increase 
diversity of capital resources. They manage  and assess the 
creditworthiness using the global metrics. 
 Time after time they monitor their capital structure to ensure sufficient 
liquidity to fund the product development programs. They wish to 
improve, over the long term, the leverage metrics by de-leveraging the 
balance sheet with strategic long-term debt repayments, in line with active 
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Managing our net retirement benefit liability and the security of benefits is 
also a key part of our overall management of the capital structure. Over the 
years, we have taken several initiatives to mitigate risks that stem from both 
pension liabilities and assets and we are continuing to do so. Refer to the 
Retirement benefits section for details on the risk management initiatives 
related to our retirement plans. 
  Long-term debt has been considered in a specif way in relation with the 
foreign exchange risk. In order to mitigate the impact of foreign exchange 
movements there is required each reportable segment’s management to 
identify all actual and potential foreign currency exposures arising from the 
operations. 39
 
39 Finantial Statements, fiscal year ended 2014
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The long-term debt is matched  in a foreign currency with assets  
denominated in the same currency. 
Corporate Office’s balance sheet exposure arises mainly from investments 
in foreign operations and long-term debt. The impact of foreign currency 
fluctuations on equity can be significant, despite the risk mitigation 
strategies, given the size of our investments in foreign operations with 
non-U.S. dollar functional currencies, mainly the euro. 
 Liquidity adequacy is continually monitored, taking into consideration 
historical volatility, seasonal needs ,the economic environment,  the 
maturity profile of indebtedness,  the level of customer advances, access to 
capital markets, working capital requirements, the funding of product 
developments and our other financial commitments. In order to optimise 
the capital structure and also maintain financial flexibility they monitor 
financing opportunities.
 Analising the future cash flows we can see fluctuactions which come from 
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changing interest rates arising mainly from fixed-rate long-term debt 
synthetically converted to variable interest rates and also from assets and 
liabilities at variable interest rates. 
12. Analysis of consolidated results and debt
The presentation from the original document:
  Source: Bombardier Finantial statements
 
 13.  The effects of economy on the debt 
 Regional forecast 
 The Forecast is broken down into nine geographic regions: North America, 
Europe, Latin America, Greater China, Middle East, Asia Pacific, Africa, 
the Commonwealth of Independent States (CIS), and India. Deliveries for 
each region are presented in the world map above in the form of two circles 
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that are proportional to expected delivery quantities. The inner circle is 
scaled to represent forecasted deliveries in the 2014-2023 period, and the 
outer (larger) circle represents those in the 2024-2033 period. In the 
following Fleet Growth world map, the inner circle represents the fleet in 
2013 while the outer circle represents the expected fleet in 2033. 
  North America3 is the birthplace of business aviation and continues to be 
the economic powerhouse of the advanced economies. Overall, North 
America saw respectable economic growth over the course of 2013, 
particularly in the United States where the economy grew more rapidly 
than expected in the second half of the year. This was attributable to 
domestic demand, inventory accumulation and export growth. Although 
this robust progress was then impacted by a harsh winter in early 2014, 
growth is projected to continue at an above potential rate for the rest of this 
year. In Canada, the economy strengthened in 2013, although the 
necessary rebalancing from household consumption and residential 
construction aimed at exports and business investment did not fully 
transpire. However, annual growth in Canada is expected to accelerate in 
2014 due to stronger external demand and increased business investment. 
North America is a key region of the business aviation industry. Business 
aviation dates back to the 1960s in North America where the budding 
business jet industry leveraged the pre-existing general aviation and 
military infrastructure. Consequently, the business aviation industrial 
network in this region, including manufacturers, suppliers, Fixed Base 
Operators (FBOs) and dedicated airports, experienced rapid expansion and 
is the most established business aviation infrastructure today. Given that 
North America has the largest number of older business jets in the world, 
aircraft replacement is an important driver of business jet demand in the 
region. UBS Investment Research acknowledges the modest growth of 
business jet deliveries into North America in the last several years since 
the recession, and maintains its statement from 2013 that “we anticipate 
further improvement in North America driven by pent-up corporate 
replacement demand” (March 2014). North America will account for the 
greatest number of aircraft replacements in the world between 2014 and 
2033. Half of the world’s new business aircraft deliveries went to North 
America in 2013 (270 units). While historically, half of the deliveries in 
the region were usually in the Light aircraft category, 2013 saw a shift in 
this trend. During the year, only 38% of deliveries into North America 
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were in the Light category, while deliveries in the Medium and, in 
particular, the Large aircraft categories, increased. In 2013, 29% of 
deliveries into North America were in the Large category compared to 20% 
in 2012. Within the region, deliveries in the United States were the vast 
majority, amounting to 251 business aircraft in 2013. At the end of the year, 
North America as a whole had approximately 64% of the worldwide 
installed base. North America is forecasted to receive the greatest number of 
new business jet deliveries at 8,760 units between 2014 and 2033, 
representing a fleet compound annual growth rate (CAGR) of 2% over the 
forecast period. 
  Europe 4 remains the second largest market for business jets, an industry 
contributing nearly €20B (~$26B) annually to the European economy, 
according to the European Business Aviation Association (EBAA). Led by 
the currently improving external environment and reduced fiscal austerity, 
the moderate economic recovery across Europe should continue in the 
short- and medium-term and stabilize in the long-term. Economic growth in 
Northern Europe remains stronger than that of Southern Europe. The 
economies of Germany and the United Kingdom, two of Europe’s largest, 
are expected to experience greater GDP growth in 2014 compared to 2013. 
France, Italy and Spain, however, will see below average growth in 2014. 
Geographically, Europe is linked to the economies of Africa, CIS and the 
Middle East and business aviation plays a critical role in the air transport 
value chain by providing users with an efficient and flexible means of 
transportation. Business aviation connects more than three times the city 
pairs within Europe, and those between European and other geographical 
regions, compared to scheduled airline service. Demand for business jets in 
Europe remains below the pre-recession average as the after effects of the 
sovereign debt crisis continue to weigh heavily on consumer and business 
confidence across the region, although buyer interest has been on the mend 
since Q3 2012, according to the UBS Business Jet Survey. Europe received 
14% of the world’s business jet deliveries in 2013, at approximately 77 
units 5 , up when compared to 65 deliveries in 2012 but consistent with 
deliveries received in 2010 and 2011. Within the region, the two largest 
countries in terms of installed base, Germany and the United Kingdom, 
received almost 50% of the region’s deliveries, a significant increase from 
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2012. The fleets of these two countries, along with those of Austria, France 
and Spain make up 47% of the entire European business jet fleet. The 
European business jet fleet accounts for approximately 10% of the 
worldwide business jet installed base. Europe is expected to remain one of 
the main markets for new business jet deliveries between 2014 and 2033, 
at 3,575 unit deliveries, seeing significant fleet growth equivalent to a 
CAGR of 6% over the forecast period. 
  Latin America is expected to continue being a key market for deliveries 
of new business jets between 2014 and 2033. With 2,130 delivery units 
expected, the fleet CAGR in this region is 3% over the forecast period. 
  By the end of the forecast period, China is expected to be the third largest 
market for business jets. With 2,225 expected business jet deliveries 
between 2014 and 2033, this represents a significant fleet CAGR of 11% 
over the next 20 years 
  The Middle East region is expected to receive 1,095 business jet 
deliveries between 2014 and 2033. This is an equivalent fleet CAGR of 
7% over the forecast period. 
  As of the end of 2013, the fleet in Asia Pacific accounted for 3% of the 
worldwide business jet installed base. Over the last 10 years, Asia Pacific 
experienced a two-fold increase of its fleet size with an estimated 410 
aircraft in 2013 compared to 204 in 2004. More than half of the overall 
regional fleet is within Australia and Japan, with 33% and 18% of the 
overall installed based, respectively. The growing business jet installed 
base in Asia Pacific is expected to create significant replacement demand 
for the mature markets, such as Australia. Demand for business jets in the 
medium-term will be strong in the countries with rapidly growing 
economies, such as Indonesia, Thailand and the Philippines. Asia Pacific is 
forecasted to receive 885 aircraft deliveries between 2014 and 2033, 
increasing the fleet by a CAGR of 6% over the forecast period. 
 Despite the hurdles impeding growth of the aviation sector in the region, 
Africa’s business jet fleet has more than doubled in the last 10 years, 
reaching 375 aircraft in 2013. Africa’s two largest markets for business 
aircraft, South Africa and Nigeria, accounted for the bulk of deliveries 
during 2013. About 80% of Africa’s business jets are in Sub-Saharan 
Africa, where these two countries account for over 50% of the entire fleet 
of business aircraft in all of Africa. The remaining 20% of the African fleet 
64
are in North Africa, located mainly in Egypt, Libya and Morocco. Africa 
will remain an important region for business aircraft deliveries. Between 
2014 and 2033, 685 business jet deliveries are expected in this region, with 
a fleet CAGR of 5% over the forecast period. 
  Despite the uncertainty around the near-term prospects for the Russian 
economy, the mediumand long-term outlook for the region remains positive. 
IHS Global Insight forecasts a return to 3% GDP growth by 2016 for the 
CIS region. Further, as barriers to growth in the region are slowly removed, 
there is also significant potential for growth of the business jet industry 
based on higher adoption rates. At the close of 2013, despite the explosive 
growth in business jet deliveries over the last decade, the CIS region still 
had less than half the fleet size of the North American market when scaled 
and compared on an aircraft per GDP basis. The CIS is forecasted to receive 
1,430 business jet deliveries between 2014 and 2033, representing a fleet 
CAGR of 6% over the forecast period.
 India is expected to receive 1,215 business jet deliveries between 2014 and 
2033, and is forecasted to be the fastest growing region in terms of business 
aircraft fleet growth over the next 20 years, at fleet growth equivalent to a 
CAGR of 13%. 
 In 2013, the business aviation market continued to show signs of a gradual 
recovery from the economic downturn of 2009-2010. Economic indicators 
that are highly correlated to business jet demand were strong during the 
year. In particular, the world billionaire population and the MSCI World 
Index values reached record numbers. In 2014, world GDP is expected to 
grow by about 3%, with higher growth expected in 2015 onward, promising 
increased business jet orders. Most business aviation market indicators were 
stable throughout 2013. However, the level of pre-owned aircraft inventory, 
the strongest leading indicator for the new aircraft market, experienced 
significant improvement in Q4 2013 and has continued to improve in the 
first part of 2014. Business jet orders and deliveries saw incremental 
improvement in 2013. Although the situation for industry orders is expected 
to remain challenging in 2014, industry deliveries are expected to increase 
slightly this year driven by the introduction of new aircraft programs. 
Conditions in the Light market continue to remain challenging and a 
recovery in this segment of the market will lag the recovery of the Medium 
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and Large categories. Strong growth of the business jet market is expected 
over the 2014-2033 period. Alongside the considerable repla cement 
demand coming from mature business aircraft markets, growth will be 
driven by business jet demand coming from emerging markets such as 
China, Russia and India, as these economies are rapidly growing and are 
beginning to more readily accept business jets as productivity-boosting 
tools. Other market drivers which will contribute to the long-term growth 
in business aircraft demand include wealth creation, globalization of trade, 
and greater market accessibility through fractional and branded charter 
utilization. As presented throughout the 2014 edition of the Business 
Aircraft Market Forecast, the long-term prospects for business aviation 
remain strong. With the largest portfolio of products, spanning the Light to 
Large categories, Bombardier is well placed to take advantage of the 
industry’s projected growth.   40
 ( Note: growth effects on the debt, writeopend).  
  Certain factors that could cause actual results to differ materially from 
those anticipated in the forward-looking statements include risks 
associated with general economic conditions, risks associated with 
Bombardier’s business environment (such as the financial condition of the 
airline industry, government policies and priorities, and competition from 
other businesses), operational risks (such as regulatory risks and 
dependence on key personnel, risks associated with doing business with 
partners, risks involved with developing new products and services, 
warranty and casualty claim losses, legal risks from legal proceedings, 
risks relating to the Corporation’s dependence on certain key customers 
and key suppliers, risks resulting from fixed-term commitments, human 
resource risk and environmental risk), financing risks (such as risks 
resulting from reliance on government support, risks relating to financing 
support provided on behalf of certain customers, risks relating to liquidity 
and access to capital markets, risks relating to the terms of certain 
restrictive debt covenants and market risks, including currency, interest 
rate and commodity pricing risk).
     
40 Bombardier Activity Report, page 91
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14. Capital Structure using Global metrics
The global metrics are based on a broad economic view of the Corporation.  
They manage and monitor the global metrics so as to achieve an 
investment-grade profile over the medium to long term.  
 Their objectives with regard to the global metrics are as follows: 
✔  adjusted EBIT to adjusted interest ratio greater than 5.0; 
✔  adjusted debt to adjusted EBITDA ratio lower than 2.5. 
67
Source: Finantial Statements 2013
 These global metrics  represent their key business metrics and as such are 
used to analyze the capital structure. 
  
   NON-GAAP Finantial measures
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 The non-GAP finantial measures  provides users of the consolidated 
financial statements with enhanced understanding of the results and related 
trends and increases transparency and clarity into the core results of the 
business.  Sometimes, there may be excluded additional items if it is 




Source: Bombardier finantial statements 2013
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What we notice from this table is that the debt in just a year passed from 5, 
360 in 6, 988. 
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  Financing commitments  
The financing support to facilitate the customers’ access to capital may 
take a variety of forms, including providing assistance to customers in 
accessing and structuring debt and equity for aircraft acquisitions or 
providing assurance that debt and equity are available to finance such 
acquisitions. We can consider as example the commercial aircraft,  these 
entities are financed by third-party long-term debt and equity. Often, 
equity investors benefit from tax incentives. The aircraft serve as collateral 
for the entities’ long-term debt.
 BA has provided credit and/or residual value guarantees and subordinated 
debt to, and retained residual interests in, certain entities created solely to 
provide financing related to the sale of commercial aircraft. 
Financing risk 
Considering briefly Financing risk, it is the risk of potential loss related to 
the liquidity of our financial assets, including counterparty credit risk; 
access to capital markets; restrictive debt covenants; financing support 
provided for the benefit of certain customers; and government support.
  Restrictive debt covenants    
The indentures governing certain of our indebtedness, revolving 
credit facilities and letter of credit facilities contain covenants that, 
among other things, restrict our ability to: 
➢  incur additional debt and provide guarantees; 
➢  repay subordinated debt; 
➢  create or permit certain liens; 
➢  use the proceeds from the sale of assets and capital stock of 
subsidiaries; 
➢  pay dividends and make certain other disbursements; 
➢  allow our subsidiaries to pay dividends or make other payments; 
➢  engage in certain transactions with affiliates; and 
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➢  enter into certain consolidations, mergers or transfers of all or certain 
assets.  41
These restrictions could impair our ability to finance our future operations 
or capital needs, or engage in other business activities that may be in our 
interest.  
They are subject to various financial covenants under  BA and BT letter of 
credit facilities. The BA $600-million letter of credit facility and the $750-
million unsecured revolving facility include financial covenants requiring a 
minimum EBITDA to fixed charges ratio, a maximum net debt to EBITDA 
ratio and a minimum liquidity level of $500 million, all calculated based on 
an adjusted consolidated basis. BT’s €3.5-billion letter of credit facility and 
€500- million unsecured revolving facility require a minimum liquidity 
level of €600 million as well as a minimum equity level and a maximum 
debt to EBITDA ratio, all calculated on a BT stand-alone basis.
The problem is that these covenants may be affected by events beyond their 
control.  A breach of any of these agreements or our inability to comply 
with these covenants could result in a default under these facilities, which 
would permit our banks to request the immediate cash collateralization of 
all outstanding letters of credit, and our bond holders and other lenders to 
declare amounts owed to them to be immediately payable. If repayment of 
our indebtedness is accelerated, we may not be able to repay or borrow 
sufficient funds to refinance it.   
  
Long-term debt 2012-2013
 Changes in interest rates may result in fluctuations in the future cash flows 
related to variable-rate financial assets and liabilities, including long-term 
fixed-rate debt synthetically converted to variable interest rates. Changes in 
interest rates may also affect the future cash flows related to commitments 
to provide financing support to facilitate the customers’ access to capital. 
For these items, cash flows could be impacted by changes in benchmark 
rates such as Libor, Euribor or Bankers’ Acceptance. In addition, they are 
exposed to gains and losses arising from changes in interest rates, including 
marketability risk, through the financial instruments carried at fair value 
41 Annual report, year ended December 2013
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such as certain aircraft loans and lease receivables, investments in 
securities and certain derivatives.  
An important portion of their consolidated balance sheets is composed of 
financial instruments. Their financial assets include cash and cash 
equivalents, trade and other receivables, derivative financial instruments 
with a positive fair value, aircraft loans and lease receivables, investments 
in securities, investments in financing structures and restricted cash. Their  
financial liabilities include trade and other payables, long-term debt, 
derivative financial instruments with a negative fair value, government 
refundable advances, lease subsidies, sale and leaseback obligations and 
vendor non-recurring cost liabilities. Derivative financial instruments are 
mainly used to manage our exposure to foreign exchange and interest rate 
risks. They consist mostly of forward foreign exchange contracts, interest 
rate swap agreements and cross-currency interest rate swap agreements.   
The use of financial instruments exposes us primarily to credit, liquidity 
and market risks, including foreign exchange and interest rate risks. 
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 The carrying value of long-term debt includes principal repayments, 
transaction costs, unamortized discounts and the basis adjustments related 
to derivatives designated in fair value hedge relationships. The following 
table presents the contractual principal repayments of the long-term debt, as 
at: 
The Corporation is subject to various financial covenants under the BA and 
BT letter of credit facilities and the two unsecured revolving credit 
facilities, which must be met on a quarterly basis. The BA letter of credit 
and revolving credit facility include financial covenants requiring a 
minimum EBITDA to fixed charges ratio, as well as a maximum net debt to 
EBITDA ratio, all calculated based on an adjusted consolidated basis i.e. 
excluding BT. The BT letter of credit and BT revolving credit facility 
include financial covenants requiring minimum equity as well as a 
maximum debt to EBITDA ratio, all calculated based on BT stand-alone 
financial data. These terms and ratios are defined in the respective 
agreements and do not correspond to the Corporation’s global metrics. 
Capital management or to the specific terms used in the MD&A. In 
addition, the Corporation must maintain a minimum BT liquidity of €600 
million ($827 million) and a minimum BA liquidity of $500 million at the 
end of each quarter. These conditions were all met as at December 31, 2013 
and 2012 and January 1, 2012.42
42 Finantial statement, page 124
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